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MINNESOTA STATE 

leaseorrental payments, and theinvestment allowance for 

proprietaryproviders. The freeze on propertyrelated 

costsexpires on June 30, 1985. A t  t h a t  time,theState must 

have developed a new system t o  reimburse propertyrelated 

costs. 


Some exceptions t o  thepropertyrelatedcostfreezeare 

possible  for  faci l i t ies  whose propertyrelatedcostsare below 

the  averagepropertyrelatedcosts of a1 1 f a c i l i t i e s  i n  a 

given group.(See Supplement 1, page 31 .  ) 
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STATE OF MINNESOTA 


operating cost payment rate shall be based on each 
facility's allowable historical cost incurred during the 
reporting year immediately preceding the rate year f o r  
which the operating cost payment rate is effective 
increased by the Consumer Price Index. 

In addition,all facilities receive $ . 2 7  per resident 
day as an operating cost adjustment allowance. 

B. 	 If a facility is able to keep its operating costs below 

the operating cost payment rate, the facility may keep 

the difference as an efficiency incentive. One-half of 

the efficiency incentive will be added to the facility's 

historical base for the following year. Any adjustments 

subsequent to the final desk audit rate will not be eli­

gible for this incentive. 


Property-Related Costs 


Classification 


Property related costs include depreciation allowance, capi­

tal loan interest expense, special assessments, and accrued 

real estate taxes, rental and lease payments, amortization, 

and related organization property costs. 


Limitations 


A .  Changes i n  ownership 

Adjustments tothehistoricalcaptialcost  o f  assets 
due t o  changes i n  ownershiv are n o t  allowed. 

B. 	 Allowable Interest; the new rule limits interest expense 
as follows : 

1 .  	 Interest expense for capital loans entered into prior 
to January 1 ,  1984 will be allowed as recognized 
under the prior rule. 

2 .  	 For  capital loans entered into after December 31 ,  
1983 : 

-	 Interest expense increases due to changes in 
ownership or the refinancing of a capital loan 
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The proposed permanent rules(parts 95S3.0010 to 9553.0080) governing rates 
forintermediatecarefacilitiesforperrons wi th  mental retardation, 
have been developed t o  implement Minnesota s ta tu tes  sec t ion  256b.501,sub­
divisions 1 to 3. mi8 legislationspecifiesthat the commissioner of HUM^ 
services shall establish by rule, procedure8 for deterriain8 rate) for care 
ofresidents of intermediatecarefacilitiesfor the mentally retarded. The 
legislation indicates that the rate8 shouldcoveronly "coot8 that must be 
incurred" i n  thecare of residents i n  eff ic ient ly  rad economicallyoperated 
f ac i l i t i e s ,  and that i n  developingtheprocedure8 the commissioner shal l  
include : 

"(1) 	 Coat containment measures thatassureefficient a d  prudent manage 
ment of capi ta l  assets  and operating cost increases which do not 
exceed increases i n  othersections of the economy 

( 2 )  	 Limits on the amounts o f  reimbursement forpropertygeneral a d  
administration, andnew fac i l i t i e s ;  

( 3 )  	 Requirement8 t o  ensurethattheaccountingpracticer of the 
f a c i l i t i e s  conform togenerallyacceptedaccountingprinciple#; 
and 

(4) Incentivesto reward accumulation o f  equity." 

This legislationreflectsthecontinuing concern of thecitizens of 
Minnesota that care for thementallyretarded be provided i n  a cost­
eff ic ient  manner that is consistent wi th  qualitycare. The legislation 
furtherstipulatesthat i n  developingthe rule, the commissioner shall  
consider the recommendations containedintheFebruary 11, 1983, report of 
theLegislativeAuditorentitledevaluation of Community residential  

Programs for MentallyRetardedPersons ("LAC Report", Exhibit A ) ,  and the 

recommendations contained i n  the 1982 Report of the Department of Public 

Welfare Rule 52 Task Force ("52 task ForceReport'', Exhib i t  B). Information 

from these reports a8 well 81 othersources- comprise t h e  background �or  

t h i s  proposed permanent rule, which setsoutproceduresfordeterminingthe 

total  payment ratesforintermediatecarefacilitiesforthementally 

retarded (LCFs/HR) participating i n  the Medical assistance program. (See 

E x h i b i t  C for a discussion of theDepartment'sconsideration of the above 

referencedreports.) The rulepartsare proposed as a permanent tule t o  
replace 12 WAR $ 5  2.0530-2.05315 [Temporary].

1 
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* major Need8 

Major needsraised by t he  l e g i s l a t u r e  agency s t a f f ,p r o v i d e r s ,  and 
c l i e n ta d v o c a t e s ,  documented by t h e  LAC Report or the  52 TaskForce Report 
and addressed by t h i s  r u l e  are: 

The need t o  encouragethebeatpossible  care t o  mental lyretarded per­
sona wi th in  exis t i - f i s c a l  c o n s t r a i n t s  (52  Tart force Report,  
1982: p. 4 )  

The need t o  d i r e c t  s c a r c e  state reroarcoo  to  areas of resident care 
r a t h e rt h a n  to  a d m i n i a t r a t i r e  and p r o p e r t y r e l a t e d  areas (UC r e p o r t  
1983: p. 35-36. 

The need to  c l e a r l y  i d e n t i f y  the costs c u r r e n t l y  included io t h e  per 
diem io orde r  to  move towards 8 pr i c ing  system & to  evaluate care 
outcomes  

the need t o  c o n t a i n  c o a t  increases i n  ICh/lS io order to  balance the  
needs of r a t a l l y  r e t a r d e d  p e r r o n #  in IC?m/m with  the special remice 
need# of the mental ly  retarded and other  disabled perron0 io d i f f e r e a t  
settings (52 task f o r c er e p o r t  1982: p. 4.)  

In orde rtounde r s t and  the genes i s  oftheneeds listed above, and t h e i r  
impact on t h i s  r u l e ,  i t  is  necessarytoexamine the d e v e l o p r a t  and funding 
of the ICF/p(R i n d u s t r y  i n  minnesota 

developmentofthe ICt/m indus t ry  

I n  Minnesota ,thefocusofrer ident i81 care for themental ly  retarded 
has s h i f t e d  from state h o s p i t a l s  t o  community homes known as Intermediate  
Care F a c i l i t i e sf o rt h eM e n t a l l yR e t a r d e d  or ICFsIE1IL. Duringthe1960s, 
over 6,000 mental lyretardedpersonsl ivedinMinnesota  s ta te  h o s p i t a l s  (LAC 
Report ,  1983, p.  6 ) .  A t  the  endof1984, t h e  s ta te  hosp i t a lpopu la t ion  was 
under 2,100. A consentdecreeemanatingfromthecase known a# welschv. 

.Levine, No. 4-72-451 (D. minn.September15,1980),requiresfurtherreduc­
t i o ni ns t a t eh o s p i t a lp o p u l a t i o n s .  To amat t h i s  mandate, DHS hass t r e s sed  
t r a n s f e r r i n g  s ta te  hospital r e s i d e n t s  t o  fCPs/nB and has encourageddevelop­
ment of new ICFs/m. 

Minnesota is one of t h eh i g h a r t  state  u s e r s  of ICF/EdL a r m i c e s  i n  t h e  
na t ion .  In fact ,  one-eighthof a11 the  ICPs/pQL i n  t hena t ion  are i n  
Minnesota.Minnesotahas more XCF/MR bed# owned by f o rp r o f i tp r o v i d e r s  
than any o the r  state. In  1977, t h e r e  were 170community f a c i l i t i e s  i n  
Minnesota. By the endof1984, there were approximately 330 community

dCFA-179 # X L .  2, Date rec’d 5-323 d6 ­
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f a c i l i t i e s  i n  Minneso ta ,ce r t i f i edtose rve  5,150 c h i l d r e n  and adu l t s .  

Althoughthepopulation of s t a t e  h o s p i t a l s  i n  minnesotacontinues t o  
d e c l i n e ,  t h e  t o t a l  number of mentallyretardedpersonsinlong-term residen­
t i a l  c a r e  s e t t i n g s ,  b o t h  i n  s t a t e  h o s p i t a l s  and inthecommunity has 
i n c r e a s e ds t e a d i l yi nr e c e n t  years. In 1978, the averagepopula t ionin  
h o s p i t a l s  andcommunity f a c i l i t i e s  war approximately 6,300. (LAC Report ,
1983, p.  xi . )  By June,1985, i t  had inc reasedto  more than7,100. The per 
c a p i t a  ( p e r  100,000 p e r s o n a )u t i l i z a t i o n  of state  h o s p i t a l  andcommunity 
based ICF/EIR beds i n  Minnesota ha$ s t ead i lyinc reased  from146.9 i n  1977 to 
178 i n  1985. 

Besides state hosp i t a l s  and IC?s/m, personswithmentalretardat ion 
a r e  a l s o  served by three othertypesoflong-term care program.  They a r e  
countysupervisedforte?  care homer,semi-independentliving services (SILS) 
t ore t a rdedpe r sonsl iv ing  i n  t h e i r  o m  homes and a p a r t m e n t s  and subsidy 
p r o g r a m  t o  assist fami l i e s  i n  caring fo r  t he i r  man ta l ly  r e t a rded  ch i ld ren  
a t  h o w .  Through t h i os y s t e mt h e  state is a t tempt ing  to  developanar ray  
of services whichprovider services fo r  t he  men ta l ly  r e t a rded  perron a t  a 
c a r e  l e v e l  a p p r o p r i a t e  t o  t h e i r  n e e d s  

By 1983, t he re  war growingevidencethatthe state had relied t o o  
heav i ly  on the  fCtr/EQ f o r  t h e  care of perron0 with m e n t a lr e t a r d a t i o n  The 
developmentof new community IC?/= beds had a l ready  par red  the 1987 goal0 
outlinedintheDepartment of human s e r v i c e s  S i r  Year Plan.Staffofthe 
Departmentof Ruman services theDepartment of Health,  and IC?/= p r o r i d e r r  
estimated t h a t  10 t o  20 percent  (500-1000)of community IC?/Ea r e s iden t s  
were readyfor  SILS or o therindependentse t t iago .  (LAC Report,  p. 78.) 
during this game periodof tima theCovernor '#PlanningCounci l  on 
Developmental D i s a b i l i t i e s  a l s o  t o o k  a look a t  p o l i c y  a l t e r n a t i v e s  f o r  
se rv ing  persona  wi th  deve lopmenta l  d i sab i l i t i es  dur ing  the  19800 and 
publ i shed' the i rf ind- ingsinDevelopmenta ld isab i l i t i es  and Public Pol icy ,  
A Review forPolicy-makers(January,1983) . this report andthe LAC Report 
s t r e s s e d ,  t h e  need t o  d e v e l o p  a l t e r n a t i v e $  t o  IC?/HR care, butrecognized 
thatthedevelopmentof service a l t e r n a t i v e s  is d i r e c t l y  l i n k e d  t o  the  
a v a i l a b i l i t y  of s ta te  and f ede ra lfund in t .  as a mean0 of addressing this 
problembothdocumentsmentionedthe Title X I X  waiverprocess and the  LAC 
r epor t  recotmaended t h a t  t h e  s ta te  app lyfo r  a waiverundersect ion 2176 of 
t hefede ra l  Omnibus Budget Reconci l ia t ion  Act of 1981. The waiver would114 enableMinnesotatoreceivethe same ra te  of f e d e r a l  f i n a n c i a l  p a r t i c i p a t i o n  
f o r  providinganarray of less c o s t l y  home andcommunity-basedservices as 

D L t h e  r a t ef o r  ICF/E(R service), a0 long as t he  personsserved would otherwise 
Q
a, a r: placementV 

~ a i Z  requi re  in  an IC?/=. 

The LAC r ecomeada t ions  were debated by t h e  1983 Leg i s l a tu re  which then 
passedChapter 312 of Lava of minnesota  1983. Chapter 312 au thor izedthe  
commissioner of human services t o  app ly  fo r  a Tit le  X I X  waivertoprovide  
home andcommunity-bared se rv ices  t o  personawithmentalretardat ion and t o  
promulgateemergencyandpermanent r u l e s  t o  implement thewaiver .  A mora­
torium on community-based ICFIPIR beds was i n c l u d e d  i n  t h i s  l e g i s l a t i o n  

m i n n e s o t a s  home andcommunity-basedwaiver f o r  p e o p l e  w i t h  mental 
1 al 

r e t a r d a t i o n  was approvedinApr i l ,1984,for  a th reeyearper iod(Ju ly  1, 
w 1984 t o  J u l y  1, 1987). The purpose of a how andcommunity-basedwaiver fori s 
n ( I :  	 peoplewith the men ta lr e t a rda t ion  war t o  limit and reducetheuse of i n t e r ­

mediate care f a c i l i t i e s  f o r  m e n t a l l y  r e t a r d e d  by providingan array of 
a l t e r n a t i v es e r v i c e sf o rp e o p l e  w i t h  menta lre ta rda t ion .  Hope and 
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community-basedservicesaredirectedtowardpeople w i t h  menta lre ta rda t ion  
who would otherwiseremaininan ICF/MR if  a l t e r n a t i v e  services veranot 
provided O r  people who are determined to be e l i g i b l e  and a t  r i s k  of ICF/?IR 
placementwithin one year. 

The fundingforhow and community-based s e r v i c e s  are generatedin two 
ways:  medic81 a s s i s t ancesav ingsp ro jec t ed  bared on reducing XCF/EIR case­
loads and cos tsdue  to  services beingconvertedfrom t o  h o w  and 
community-basedservices,and medical a s s i s t ancerav ingsp ro jec t ed  based on 
l imitinggrowthof XCF/Ml caseloadsandcoatsdue t o  "diver t ing"perrons
from ICP/HR placement t o  h o w  and community-basedservices. the s t a t e  =st 
demonst ra teto  t h e  federalgovernment t h a t  t h e  c o s t  of t h e  t o t a ls y s t e m  
inc luding  ICF/HU and home andcommunity-basedwaiver service@is equal  t o  or  
less thanthecos ts  would have beenwithoutthewaiver.Therefore,  ICS/MR 
c o s t s  mustbe contained.  The amountoffundingavailable for theprovis ion  
of home urdcommunity-based services is, t h e r e f o r e ,  d i r e c t l y  related t o  t h e  
continuance of themoratoriumand t o  e f f e c t i v e  c o s t a  c o n t a i n r a t  i n  
t h e  IC?/- re imbursementsystemIfthe state i s  to  cont inue  t o  develop 
these a l t e r n a t i v e s ,  c o s t s  i n  #fate hospi ta l sand  IC?s/lQ -s t  be  con t ro l l ed .  

funding o f  t he  xm/n in do at^ 

Since  the  ea r ly  1 9 7 0 ~ ~  f e d e r a lwatchingfunds through medicaid have 
beenprovided to  states t o  pay for  care g iven  by c e r t i f i e d  v e n d o r s  to  men­
t a l l y  r e t a r d e d  p e r r o n s  i n  state h o s p i t a l  p r o g r a m ,  community r e s i d e n t i a l  
f a c i l i t i e s ,  and nursing homes. In accordancewi thfedera lprovis ions ,  
Minnesota  es tabl ished a program t o  set payment r a t e s  f o r  c e r t i f i e d  vendors 
P r i o rt o  1973, theprogram was adminis tered by i n d i v i d u a lc o u n t i e s  In 
1973,Rule 52 minneso taru le s  9510.0500 - 9510.0890 f1983))m a  adoptedin 
o r d e r  t o  c e n t r a l i z e  t h e  .rate setting process for community bared IC?/m 
programs a t  t he  s ta te  level. 

The developmentofthe IC?/m system has been cost ly  on both  the  s ta te  
and f e d e r a ll e v e l .  A 1984 studydonebyhealth Care f inanc ing  
Adminis t ra t ion (KFA) s t a f fr e p o r t e dt h a t  on t h e  f e d e r a l  l e v e l ,  medicaid 
expendi turesfor  XCul/?Ok care have r i s e n  from $203 m i l l i o n  l a  1974 t o  $3.6 ' 

b i l l i o ni n  1982.(Short-Term eva lua t ion  of Medicaid,1984, pp. 9 and 62.) 
This s t u d y  a s se r t edtha ttheinc reas ingpropor t ion  of Medicaidexpenditures 
spent  on nursing homes is e n t i r e l ya t t r i b u t a b l et og r o w t hi ne x p e n d i t u r e s  i n  

PL. ICFs/EIR. In .Minnesota,the state share  of community-based XCF/M!I expendi-
Q -

cures was 15.9 m i l l i o n  io f i s c a ly e a r  1980. The s ta te ' s  share f o rf i s c a lo n  ..­
is year1985 is p ro jec t ed  to  be 46 mil l ion .  

3 2 2  
Congress thatMedicaid in atz 2 . 0 "  In 1980 determined the systemexistence 

t h a t  time vas too dependent on Medicaremethodology and in f la t ion .  (See 
9 { Senate Finance Cornittee Report on H.R. 934. S. Rep. No. 95-471and Senate 
I J- BudgetCommitteeReport on S.1377, S. Rep. No. 97-139). The omnibus Budget
Y r e c o n c i l i a t i o n  Act of 1980 made a s ign i f i can tchangein  the provis ions  of 

e the Medicaid law that governspaymentsfor LTC f a c i l i t y  services. Section a m -

C n Q  962 amended sec t ion  1902(a)(13)(E) of theSoc ia lSecur i ty  Act to  remove the
'$ requi rementtha t  s ta tes  pay f o r  these s e r v i c e s  on a reasonablecost-related 
L 2? basis,  and t o  s u b s t i t u t ef o r  i t ,  therequi rementtha t  states pay f o r  SNF and c m 

~j 3; ICP services through the  use of rates (determinedinaccordancewith methods 
and standardsdeveloped by t h e  s ta te)  which the  s ta te  ' f i n d s ,  and makes 
a s s u r a n c e ss a t i s f a c t o r yt o  the Sec re t a ry ,  are reasonable andadequate t o  

meet the c o s t s  t h a t  must be incurred by e f f i c i e n t l y  andeconomically 

operated facilitiess e e  Sec t ion  962 of the  omnibus Budget Reconci l ia t ion  
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Act of 1980,Public Law 96-699and Sec t ion  2173of t h e  O r n i b u s  Budget 
Reconci l ia t ion  Act of 1981,Public law 97-35,amending Sec t ion  
1902(a)(13)(~) of the Socia lSecur i tyAct ,  42 USC 3 13) .  

as an incent ivetoencourage  States t o  u t i l i z e  t he i r  newly granted 
freedom t o  r e v i s e  rate methodology, t h e  Congressalso imposed a reduct ion i n  
f e d e r a lf i n a n c i a lp a r t i c i p a t i o n  (FFP) i n  Medicaid programbeginning in 
f i s c a l  y e a r  1982. Fede ra lr egu la t ions ,  42 CPR 433.205,reduced FFP by 3 
percent  for f i s c a l  year 1982, 4 p e r c e n tf o rf i s c a l  year 1983,and 4.5 per­
c e n tf o rf i s c a l  year 1984. "The proporedreduction would s h i f tf i n a n c i a l  
r e s p o n s i b i l i t y  for medicaidcoats from the  federa lgovernmenttothes ta tes  
by over $500 m i l l i o n  i n  f i s c a l  y e a r  1985and $3.3 b i l l i o n  over f i v e  years." 
(American Health Care Journa l ,  March,1984:p. 47-48.) 

In examinin#the IC?/PQ i n d u s t r y  i n  minnesota f o r  s p e c i f i c  ways t h a t  
cos tscould  be contained a d  services m a i n t a i n e d  t h e  LAC Reportdetermined 
t h a t  t h e r e  was a need to: 

Direct scarce resources  t o  a reas  of r e s i d e n t  care ra the rthan  t o  
Administrative and proper ty  related areas. 

I n t r o d u c e  f i n a n c i a l  s t a b i l i t y  g i v e n  t h e  h i g h  level  of indebtednearof 
theindus t ry .  

unlessthe state limits i n t e r e s t  expenre, r e s t r i c t s  e x o r b i t a n t  hares,  
limits theamountsthatcanbepaid t o  topmanagement a d  creates incen­
t i v e s  f o r  e f f i c i e n t  m a n a g e m e n t  p r o p e r t y  and admin i s t r a t ive  coa t s  can  be  
e x p e c t e d  t o  c o n t i n u e  t o  rise with no improvement i n  t h e  q u a l i t 7  of c a r e  
r e s iden t srece ive .  

Fu r the r ,t he re  is a h i g hl e v e l  of indebtednesswithinthe ICt/m 
i n d u s t r yi t s e l f  (LAC Report,1983, p. 55) Mort new f a c i l i t i e s  are l a r g e l y  
debt-financed.Providershavevery l i t t l e  equi ty .  S o w  f a c i l i t i e s  are 
indebted above theva lueofthe i rf ixed  assets. Low equi tycan:  

Increaseproper tycoa tsand ,thus ,  per d i e m s  . 

. 	Burden a prov ide rwi thh ighf ixedcos t s ,wh i l el imi t ingf l ex ib i l i t y  
to  dea l  wi th  poss ib le  decrease# .  in  occupancy  or Medicaid reimburse 
ment ; and 

Ind ica t etha tthep rov ide r  is less committed t ot h e  f a c i l i t y  and i t s  
program t o  t h e  e x t e n t  t h a t  low equ i tyrep resen t s  lass f i n a n c i a l  com-

P i  mitment on the par to fthep rov ide r .  ( U C  Report,  p. 57)u c  a a dr r < Z  
a, a; a, The l eg i s l a t ionau thor i z ingthedeve lopmen to fth i sru l ed i r ec t stheDepar t ­
4 - + c2 2 ment t od e v e l o pi n c e n t i v e st o  reward accumulationofproviderequity.  

I . The s t a t e  is  in t e re s t edinp rov id ingqua l i ty  care t or e s i d e n t s .  The 

& 
9 14 r e l a t i o n s h i p  of reimbursement t o  q u a l i t y  of r e s i d e n t  c a r e  is d i f f i c u l t yt o

'k determine currentlybecausereimbursement is n o t  d i r e c t l y  r e l a t e d  t o
l e r e s iden t  need o r  care outcome. In fac t ,  c o a t sc u r r e n t l yi n c l u d e di nt h e  per

55 . - diem are not  always i d e n t i f i e di ns u c h  a way t h a tt h e i rr e l a t i o n s h i pt o  
residentcarecanbedetermined.Departmentresearch (Levin and a s s o c i a t e s  

- LI: 1984) has determined tha t  a "case mix" systemwhich re la ter  reimbursement
%,- 2m r a t e sd i r e c t l yt or e s i d e n tn e e d s ,  is a workablesystemforreimbursement�or 

5; 	 nursing homes. The Departmentintendstohaveresearchdone on the v i a b i ­
l i t y  of a reimbursement system f o r  t h e  ICF/HR indus t ry  which i s  bared upon a 
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case  mix of  res identneeds  and careoutcomes. The Legis la ture  has 
authorizedfunds t o  conductsuchresearch. The f i r s t  s t e p  i n  moving t o  a 
reimbursement system more d i r e c t l y  r e l a t e d  t o  r e s i d e n tc a r e  i s  c l e a r  iden­
t i f i c a t i o n  o f  C o s t a  so t h a t  t he i r  r e l a t i o n s h i p  t o  r e s i d e n t  c a r e  c a n  be 
es t ab l i shed .Th i s  need is  addressedin t h e  proposed rule.  

The po l i cy  consensus a t  bo th  the  f ede ra l  and state level is t h a t  
limited resources  must be t a r g e t e d  t o  an a r r a y  of services if we are t o  pro­
vide q u a l i t y  care for perroar with  r a t a 1  r e t a r d a t i o n  i n  t h e  h a r t  r e s t r i c  
t i r e  environmentconsis tentwiththeir  care needs the intermediate care 
f a c i l i t y  is i n t e g r a l  t o  t h e  service s t r a t e g y  for  care f o r  persons with a n ­
t a l  r e t a r d a t i o n  i n  minnesota however the  IC?/= industry ha# now 
mushroomed t o  thopo in ttha t  it is p r o j e c t e d  t h a t  t h e y  will receive 
$lO,OOO,OOO f o r  f i s c a l  y e a r  1985 i n  reimbursement from pub l i c  sources If 
t h e  state is to  encoatage an a r ray  o f  remice0 to  b o t  r e t  t h e  needs ofthe 
perroar with r a t a 1  retardation, public investments in IC?/= remice0 m a t  
be c a r e f u l l y  t a r g e t e d  to  achieve .ut- b e n e f i t  t o  the residents wi th in  the  
constraints imposed by limited r e s o u r c e sS t a t e  reimbursement rules a0 
explained below are major toola for a l loca t ing  r e sources  mad for cost coo­
tainment * 

Rule I l ia tory 

DHS Rule52 was t h e  i n i t i a l  rule which def inedtheprocess  and formula 
fo r  s e t t i ng  pe r  d i em rates formedica idrec ip ien t#  i n  in te rmedia te  care 
f a c i l i t i e s  f o r  t h e  m e n t a l l y  retarded. T h i sr u l e  war adop tedin  1973 and 
wentthrough a n u d e r  of r e v i s i o n s  b e f o r e  i t  war replacedwith12 !CAR 
2.0530 - 2.0531) (Rule 53 (Temporary]), i n  1984. 

Under Rule52,eachprovidersperdiem rate for t he  upcoming year  war 
based upon a determinat ionofactualal lowablecoatsfromtheprevious year 
p lusp ro jec t ionsfo r  known orant ic ipa tedcos tchanges .  

The reimbursementproceduresdevelopedinRule 52 came unde rc r i t i c i sm 
from bothProvidersandthe.legis la ture .Providerscomplainedabout  i t s  
lack of c l a r i t y .  The repor toftheleg is la t iveaudi tordocumentedtheru le  
d e f i c i e n c i e s  and the  . r e su l t i ng  muahrooming ofexpendi tureatakingplace 
under t h e  rule.  

Given t h i s  background,and inresponse  t o  the1983legislativemandate,  
thedepartmentbegan work on f i r s t  a temporaryandthen a permanent r u l e  t o  
replace Rule 52. The departmentdevelopedthetemporary rule (12 ElcAR SI 
2.0530-2.05315) a f t e rc o n r i d e r i n gt h ea n a l y s i s  of Rule52 i n  t h e  1983 
r e p o r t  of t h e  l e g i s l a t i v e  a u d i t o r  ( E v a l u a t i o n  of community Res iden t i a l  
Program forMentallyRetarded Perrons; 19831,andthe work of the  Rule52 
TaskForce.This rule became e f f e c t i v e  on January 1, 1984. The r u l ei n t r o ­
ducedmeasurer t o  con ta in  p rope r ty  cos t s  such  as e l imina t ionofrebas in8  of 
a s s e t s  on s a l e s ,  i n t e r e s t  rate Limits, incen t ives  t o  r enego t i a t eh igh
interest loans ,  and a 20 percent  down payment requirement for a c q u i s i t i o n  of 
new cap i t a l  a s s e t s .  The r u l e  also r e q u i r e df a c i l i t i e st o  p u ta s i d e  depre 
c i a t i o n  payments i n  a funded deprec ia t ionaccount  so t h a t ,  i n  t h e  f u t u r e ,  
when t h e  p r i n c i p a l  payments on t he  provider '#mortgage 'increase,  money w i l l  
be a v a i l a b l e  t o  meet these ob l iga t ions .  

Major changerinoperat ingcostreimbursementunder  12 WAR IS 
2.0530-2.05315, were t h a t  known costchanges were e l imina ted  and replaced 
w i t h  s t r a igh tindex ing ,top  management compensation was l imited,  and incen­
t i v e sf o re f f i c i e n t  management were included. 
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The proposedpermanent r u l eb u i l d s  on thefoundat ions of the temporary 
ru le .  It a lsoincorpora tesprocedures  andmethodsdeveloped for the nursing 
horn reimbursementrule(MinnesotaRules, parts 9549.0010 t o  9549.0080, 
commonly r e f e r r e dt o  as Rule 50)  i n  those areas where the two types of f a c i l ­
i t i e s  are similar. Rule SO has alreadybeenthrough t h e  publ ichear ing pro­
c e s s  and has beenfound t o  be a necessary and reasonable  way of s e t t i n g  
r a t e s  for nursing homer. The repor tcomple tedaf te r  t h a t  publ ichear ing 

(Report of t h e  admin i s t r a t ive  L a w  Judge i n  t h e  matter of t h e  
ProposedAdoptionofDepartmentof human Service$RulesCoveruing
Payment Rates for nursing homes Licensed Under minnesotaStatutes ,
Chapter 1 4 4 A  o r  Boarding Care F a c i l i t i e s  L i c e n s e d  UnderMinnesota 
S ta tu t e s ,Sec t ion  144.50 t o  lM.58 p a r t i c i p a t i n g  i n  themedical 
AssistanceProgram, 83-85-036-JL, May 7, 1985, jon L. l u n d e  
Adminis t ra t ive law Judge.) 

w i l l  be r e f e r r e d  t o  i n  t h i s  SNR am t h e  lunde Report. The nurs inghow trim­
b u r s m e n t  r u l e  ( p a r t s  9549.0010 t o  9549.0060) will be r e f o r r e d  t o  as Rule SO. 
S p e c i f i c  r a t i o n a l e s  f o r  p r o c e d u r e s  and methodscontained i n  thepropored 
ICr/XR reimbursement r u l e ,  and t h e i r  r e l a t i o a r h i p  t o  thoneedsout l ined a t  
thebeginning of t h i s  s e c t i o n ,  ace explained i n  t h e  body of t h i s  r e p o r t .  

Public Inpot 

An advisory committee composed of r e p r e r e n t a t i r e s  of the IC?/n 
i n d u s t r y  consumer groups ,countyrepresenta t ive$  and other people 
knowledgeableabout fCP/E(R f inanc ing ,  worked w i t h  t h o  D e p a r t n o t  to  develop 
thepermanentrule. (See Exhib i t  D i d e n t i f y i n g  members oftheadvisory
committeeandmeeting dates.) Thisgroup met regular lythroughouttho rule­
making process and reviewedsucceedingdrafts of t h er u l e .T h e i rd e l i b e r a  
t ionsveracons ideredthroughouttheru ledevelopmentprocess  To garner  
even wider  inpu t ,  a11 providers  were r e n t  a le t ter  asking them t o  review the 
d r a f tr u l ei nA p r i l ,  1984. Over 300 cop ie r  of theproporad rule were r e n t  
ou t  for commentandthe comments havebeen . c a r e f u l l y  r e v i e d  by Department
s ta f f .  Thispubl icinputhas  prowed t ob e  a valuableresource  i n  developing 
the  rule.  

11. SCOPE AND statutory authority - P a r t  9553.0010 

Par t  9553.0010 states the  scope of parts 9553.0010 t o  9553.0080. The 
proposedru leappl ies  to  i n t e r m e d i a t ec a r ef a c i l i t i e sf o rp e r s o n s  w i t h  
meatal r e t a rda t ionpa r t i c ipa t ingintheMedica la s s i s t ance  Program, except 
s t a t e  owned f a c i l i t i e s  I t  i s  necessary t o  state thescope of t he  r u l e  so 
t h a t  p roviders  and otherinterestedpersonscandeterminewhether  t h e  
rule  a p p l i e st o  them. The r u l e  i s  e f f e c t i v ef o r  ra te  years beginning on 
October 1, 1986 according t o  part 9553.0010, because t h a t  is the  date of the  
.beginning of t h e  f i r s t  r a t e  year a f t e r  a d o p t i o n  of t heru le .  

The proposedparts  were promulgatedaccordingtotherequirements  of
federal s t a t u t e  42 USC 1396 ( d ( 1 3 ) ( A ) ,  Federal r egu la t ions  4 2 , C P R  Part 
447 andMinnesota S t a t u t e s ,S e c t i o n  256B.501, subd iv i s ion  3. The separa te  
reimbursement of s t a t e  h o s p i t a l s  is spec i f i edinMinneso taS ta tu t e s ,s ec t ion  
246 .5 ,  subdiv is ion  5.  These p a r t s  are enactedpursuanttotheprocedures  
setoutintheMinnesotaAdminis t ra t iveProcedure Act, MinnesotaStatutes ,  
s e c t i o n s  14.01 t o  14.38. 
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